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h_dep-en;tmt Auditors Report.

Board of Directors )
Rutal Water District No. 1, Noble County

Report on the Financial Statements

We have audited the accompanying statément of assets, liabilities and.net podition of Rural Water Distgict:IMa. 1,
Nohle County asof December 31, 2013 and the related. statement o frevenues, expenses and changes i in net posmnn
‘and of cash flows for the year then ended and the related notes to-the financial staterents.

Managenent's Responsihility for the Financial Statemenis

Maragement is responsitle for the preparation and fair presentation oftiese financial statements in accordance with
the ‘modified cash basis of accounting 45 described in Note' 1. This: ificludes determining that the modified cash
hasis of accounting 1s an acceptable h351s for the preparation of the. financial statements in the circumstances.
Management is also responsible for the design, implementation, and maintenatice of internal control relevant to the
preparation and fair presentation of the financial statements that are free from matenal misstatement, whether dueto
fraud or ertor.

Auditor's Respo nsﬂl-ijif}'

Cur respnnmbﬂﬁy i 4o .express opinions .on these. financial satements: ‘ased on our audits.  'We conducted our
audits in-accordance with auditing standards generally accepted in the United States of Ametica and Government
Auditing Standards, issued by the Comptroller General of the Urited States. Those stanidards require that we plan
and perform the audit. to obtain reasonable assurance whether the fnarcial statements are free of nateral
rmissiatement.

An audit invelves performing procedures to oblain audit: evidence ahout the.amounts and disclosures in the financial
statements. The pracedures selected .depend on the auditur‘s judgment, incuding the assessment of the- risks of
material rrisstatement of the: financial statements; whether due:tt fraud orerror In making those risk assessmeits,

‘the auditor: cﬂnmdars internal control televant to’the District's. preparatwn and fair presmt:ahnn of the ﬁnancial
_statements in. urdm" to design audit procedures that are appropriate in: the circumistances, but not for the pupose of
expressing an opinion’on the effectiveness of the District's intemal control. Accordingly, we express no-such an
opinion. An-audit-also includes evaluating the appropriateness- -of accounting policies used; and the reasonableness
of sighificant- accounting estirates made by ranagement, as well ag evaluating the overall presentation of the

financial. statements.

We believe that ifie audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions, '



Opinion

In our opinions, the financial statements referred to above, present fairly, in all material respects, the modified
cash basis financial position of Rural Water District No. 1, Noble County, as of December 31, 2013; the
changes in modified cash basis financial position; and cash flows thereof, for the year then ended in conformity
with the basis of accounting described in Note 1.

Basis of Aceounting

We draw attention to Note 1 of the financial statements that describes the basis of accounting, The financial
statements are prepared on the modified cash basis of accounting, which is a basis of accounting other than
accounting principles generally accepted in the United States of America. Our opinions are not medified with
respect to this matter.

Other Reporting Required By Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued areport dated January 3, 2015 on our
consideration of Rural Water District No, 1, Noble County's internal control over financial reporting and on our
tests of its compliance with certain laws, regulations, contracts and grants and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and
the resulis of that testing and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

Kimberlye R Mayer, CPA FC

Kimberlye R. Mayer, CPA, P.C.
Blackwell, Oklahoma
January 3, 2015



INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Directors
Rural Water District No, 1, Noble County

We have audited the financial statements of Rural Water District No. 1, Noble County as of and for the
year ended December 31, 2013 and have issued our report thereon dated January 3, 2015, We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and in Government Auditing Standards, issued by the Comptroller General of the United
States. The financial statements were prepared on the modified cash basis of accounting which is a
basis of accounting other than accounting principles generally accepted in the United States of America.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Rural Water District
No. 1, Noble County's internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Rural
Water District No. 1, Noble County's internal control. Accordingly, we do not express an opinion on
the effectiveness of the Rural Water District No. 1, Noble County's internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that
were not identified. However, as deseribed in the accompanying schedule of findings and questioned
costs, we identified certain deficiencies in internal control that we consider to be material weaknesses.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of control deficiencies, in internal control that there is reasonable possibility that a material
misstatement of the District’s financial statements will not be prevented, or detected and corrected ona
timely basis. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Rural Water District No. 1, Noble County's
financial statements are free of material misstaterent, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts,



However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no.
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

We noted other matters that we reported to the management of Rural Water District No. 1, Noble
County in a separate letter dated January 3, 2015.

Response to Findings

Rural Water District No. 1, Noble County's response to the findings identified in our audit is described
in the accompanying schedule of findings and questioned costs. Rural Water District No. 1, Noble
County's response was not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
District’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the District’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Kimberlye R Mayer, CPA PC

Kimberlye R. Mayer, CPA, P.C.
Blackwell, Oklahoma
January 3, 2015



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED DECEMBER 31, 2013

Material Weaknesses in Internal Control Over Financial Reporting: Inadequate Segregation of
Duties:

Criteria: The segregation of duties and responsibilities between different individuals and the
reconciliation of those asset accounts is an important control activity needed to adequately
protect the entity’s assets and ensure accurate financial reporting,

Condition: Presently, the same individual is responsible for water service billings and receiving
payments; making and recording deposits; maintaining billing registers; and reconciling the
monthly bank statements. Only limited oversight is provided over this individual in the
conduct of their daily functions.

Cause: The entity’s limited size has made it difficult for management to fully segregate the duties.
Effect or Potential Effect: Without sufficient segregation of duties, the risk significantly increases that
errors and/or fraud related to the sales and collection activities, including misappropriation of

assets, could occur and not be detected within a timely basis,

Recommendation: The board should evaluate the risks associated with the lack of segregation of duties
and consider implementing controls that could mitigate these risks.

Board’s Response: The board has concluded that due to the limited number of personnel, an adequate
segregation of duties is not achievable and that the cost of correcting the weakness would exceed
the benefits that would be derived from it.

Material Weakness in Internal Control Over Financial Reporting: Incomplete Financial Statements:

Criteria: Internal controls should be in place to ensure that the District prepares financial statements that
include all financial records, transactions and accounts.

Condition; The District’s financial statements did not reflect the grant accounts

Cause: The entity’s limited structure has made it difficult for management to correctly reflect the grant
activity in the financial statements,

Effect or Potential Effect: The absence of controls over the preparation of financial statements significantly
increases the risk that a misstatement of'the financial statements could occur and not be prevented or

detected by the District within a timely basis,

Recommendation: We recommend that the District strive to include all of the entity®s transactions and
accounts in the financial statements.

Board’s Response: The District coneurs with the recommendation, and will strive to prepare accurate
financial statements.
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Current Assets:

RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
STATEMENT OF ASSETS, LIABILITIES AND NET POSITION
MODIFIED CASH BASIS
DECEMBER 31, 2013

ASSETS

Operating accounts
Grant accounts
Total cash and cash equivalents

Restricted reserves:
Reserve account
Grant accounts

Property, plant and equipment
(net of accumulated depreciation} (Note 2)
Work in progress

Total Assets

IJABILITIES AND NET POSITION

Current Liabilities:
Current portion of notes payable (Note 3)

Customer deposits

Notes payable (non-current portion) (Note 3)
Total Liabilities

Net Position:

Net investment in capital assets
Restricted for debt service

Unrestricted

Total Net Position

Total Liabilities and Net Position

The accompanying report and notes are an integral part of these financial statements.
-7-

$ 41,396

12,000

53,396

14,004
65,901

345,679

770,154

$ 1,249,134

$ 15338

992

858,037

874,367

308,359
16,501
49,907

374,767

5 1249134



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

MODIFIED CASH BASIS
YEAR ENDED DECEMBER 31, 2013

Operating Revenues:
Water service
Service charges
Total Operating Revenues

Operating Expenses:
Water costs
Payroll
Payroll taxes
Supplies
Repairs and maintenance
Depreciation expense
Water tests and lab fees
Insurance and bonds
Membership dues and fees
Office supplies and postage
Rent
Utilities
Telephone
Other expenses

Total Operating Expenses

Operating Income (L.oss)
Nonoperating Revenue (Expenses):
Interest income
Grants
Interest expense
Total Nonoperating Revenues and (Expenses)
Change in Net Position

Net Position, beginning of year

Net Position, end of year

‘The accompanying report and notes are an integral part of these financial statements.
-8-

§ 151,541
554

152,095

68,331
22,440
2,066
3,540
14,222
17,989
1,788
3,078
375
1,403
1,200
5,231
1,199
135

142,997

9,098

1
81,178

(9,632)
71,547

80,645

294,122

$ 374767



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
STATEMENT OF CASH FLOWS
MODIFIED CASH BASIS
YEAR ENDED DECEMBER 31, 2013

Cash Flows From Operating Activities:
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to employees
Net cash provided (used) by operating activities

Cash flows from non-capital financing activities:

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Grants
Loan proceeds
Principle payments
Interest payments on debt
Net cash provided (used) by financing activities

Cash flows from investing activities:
Interest income
(Increase) decrease in restricted accounts
Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents
Beginning cash and cash equivalents
Ending cash and cash equivalents

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income or loss
Adjustments to reconcile income (loss) to net cash
provided (used) by operating activities:
Depreciation
Changes in assets and liabilities:
Increase in customer deposits

Net cash provided (used) by operating activities

The accompanying report and notes are an integral part of these financial statements.

9.

$ 152,095
(102,568)
(22,440)
27,087

(716,354)
81,178
686,526
(7,972)
(9,632)
33,746

1
(65,901)

(65,900)

(5,067)
58,463
S 5339

$ 9,098
17,989

§ 27,087



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013

NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Nature of Organization

The Rural Water District No. 1, Noble County was incorporated on February 26, 1965. The District
was created under the Rural Water District Act, Title 82, Sections 1301-1321, as amended, of the
laws of the state of Oklahoma. The purpose of the District is to acquire water and water rights; to
construct and acquire waterlines and other facilities; and to operate the same for the purpose of
furnishing water to serve the needs of rural residents whose lands are located within the District.

The District is a governed entity by a Board of Directors that acts as the authoritative and legislative
body of the entity. The Board of Directors is comprised of elected board members.

Basis_of Accounting

The District is classified as an Enterprise Fund. The costs of providing the water services to the
public are financed mainly through user charges. The financial statements of the District have been
prepared using the modified cash basis of accounting. This basis recognizes assets, liabilities, net
assets/funds equity, revenues, and expenditures/expenses when they result from cash transactions
with provision for depreciation. This basis is a basis of accounting other than accounting principles
generally accepted in the United States of America.

As a result of the use of the modified cash basis of accounting, certain assets and their related
revenues (such as accounts receivable and revenue for billed or provided services not yet collected)
and certain liabilities and their related expenses (such as accounts payable and expenses for goods or
services received but not yet paid, and accrued expenses and liabilities) are not recorded in these
financial statements.

Cash and Deposits

Cash is maintained in financial institutions, which provide coverage to depositors through the
Federal Deposit Insurance Corporation.

The State of Oklahoma allows government entities to invest in the following: direct obligations
of the United States Government, its agencies or instrumentalities; collateralized or insured
certificates of deposit; insured savings accounts or savings certificates; or county, municipal or
school district direct debt.

Restricted Reserves

United States Department of Agriculture-Rural Development requires monies to be held in reserve
accounts. These reserve funds are to equal the note payments for one year. To be fully funded, these
reserve funds must total $14,004. As of December 31, 2013, these reserve funds, which consisted of
a savings account, totaled $14,004.

-10-



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):
Cash and Investments

For the purposes of the Statement of Cash Flows, the District considers demand
accounts (excluding restricted reserves), subject to withdrawal by check, as cash
equivalents.

NOTE 2 - PROPERTY, PLANT AND EQUIPMENT:

Equipment purchases, waterline extensions and additions are capitalized and
depreciated over their estimated useful lives. Depreciation is calculated on a siraight-
line basis. Total depreciation for the year ended December 31, 2013 §17,989. The
balances for depreciable assets by major category are as follows:

Balance , Balance

12/31/12 Additions 12/31/13
Building $ 5,302 $ 23830 $ 8,132
Water distribution system 625,790 625,790
Equipment 53,286 53,286
684,378 2,830 687,208
Less accumnulated depreciation  (323,540) (17,989) (341,529)
Net $ 360,838 $ (15,159) $ 345,679

NOTE 3 - NOTES PAYABLE:

The District borrowed money for improvements to the waterline system. The balance of this
note at December 31, 2013 was $4,418. The note carries an interest rate of 6.75% and
matures April 18, 2015.

The District borrowed $238,000 from the United States Department of Agriculture- Rural
Development for improvements to the waterline system. The loans consist of two
promissory notes that catry interest rates of 5% and 5.5% and have terms of 40 years each.
During the year ended December 31, 2013, principle payments of $4,721 were made on these
notes.

To finance water system improvements, the District entered into a loan agreement with
OWRB for $1,161,825. The interest rate is 2.06% and matures on March 15, 2034, This
loan is under the FPA’s Drinking Water State Revolving Fund Program and qualifies for
debt forgiveness, if certain project requirements are met, which will be determined at the end
of the project.



RURAL WATER DISTRICT NO. 2, NOBLE COUNTY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013

NOTE 3 — NOTES PAYABLE (continued):

As of December 31, 2013, $686,526 had been borrowed from this loan. Atthe date of this report,
the full amount of the loan, $1,161,825 had been received.,

The following is a schedule of the notes and the payments due:

91-03 91-05 OWRB Bank
Principle balance at 12/31/12 § 148632 § 38,520 § $ 7,669
Principle payments (3,683) (1,038) (3,251
Loan proceeds 686,526
Balance at 12/31/13 $ 144949 § 37482 § 686,526 § 4,418
Total Principle Interest
Payments:
12/31/14 $ 28,082 § 15338 § 12,744
12/31/15 57,115 34,412 22,703
12/31/16 55,915 34,061 21,854
12/31/17 55,915 34,936 20,979
12/31/18 55,915 35,838 20,077
12/31/19-12/31/23 279,575 193,746 85,829
12/31/24-12/31/28 279,575 210,781 68,794
12/31/29-12/31/33 279,575 253,021 26,554
12/31/34-12/31/37 78,113 61,242 16,871

$ 1,169,780 § 873,375 § 296,405

NOTE 4 — ESTIMATES:

The preparation of financial statements in conformity with the modified cash basis of accounting
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period.
Accordingly, actual results could differ from those estimates.



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2013

NOTE 5 - RISK MANAGEMENT:

The District is exposed to various risks of losses related to torts; thefts of, damage to, and destruction
of assets; errors and omissions; injuries to employees and natural disasters. The District manages
this risk through the purchase of commercial insurance policies. Claims are recognized when it is
probable that a loss has occurred and the amount of the loss can be reasonably estimated. In
determining claims, events that might create claims, but for which none have been reported, are
considered. There were no claims during the year ended December 31, 2013.

NOTE 6 - FAIR VALUE OF INSTRUMENTS:

The District’s financial instruments include cash and cash equivalents, and notes payable. The
District’s estimate of the fair value of all financial instruments does not differ materially from the
aggregate carrying values of its financial instruments recorded in the accompanying statement of net
position. The carrying amount of these financial statements approximates fair value because of the
short maturity of these instruments.

NOTE 7 - CONTINGENCIES:

As of December 31, 2013 the District did not have any pending litigation or potential non-disclosed
liabilities that management believes would have a material effect on the financial statements.
NOTE 8 — NET POSITION:

Net position presents the difference between assets and liabilities in the statement of net position.
Net investment in capital assets is reduced by the outstanding balances of any borrowing used for the
acquisition, construction or improvement of those assets. Net position is reported as restricted when
there are legal limitations imposed on their use by District legislation or external restrictions by
creditors, grantors, laws or regulations of other governments.

NOTE 9 - EVALUATION OF SUBSEQUENT EVENTS:

The District has evaluated subsequent events through January 3, 2015, the date which the financial
statements were available to be issued.

-13-
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INDEPENDENT AUDITOR’S REPORT
ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

Board of Directors
Rural Water District No. 1, Noble County

Report on the Financial Statements

We have audited Rural Water District No. 1, Noble County with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on
each of Rural Water District No. 1, Noble County’s major federal programs for the year ended December 31,
2013. Rural Water District No. 1, Noble County’s major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility for the Financial Statements

Management is responsible for compliance with the requirements of laws, regulations, contracts and grants
applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express opinions on compliance for each of Rural Water District No. 1, Noble County’s
major federal programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about Rural Water District No. 1,
Noble County’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of Rural Water District No. 1, Noble
County’s compliance,

Opinion or Each Major Federal Program
In our opinion, Rural Water District No. 1, Noble County, complied, in all material respects, with the types of

compliance requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended December 31, 2013,

-16-



Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported
in accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings
and questioned costs. Our opinion on each major federal program is not modified with respect to these matters.

Rural Water District No. 1, Noble County’s response to the noncompliance findings identified in our audit is
described in the accompanying schedule of findings and questioned costs. Rural Water District No. 1, Noble
County’s response was not subjected to the auditing procedures applied in the audit of compliance and,
accordingly, we express no opinion on the response.

Report on Internal Control over Compliance

Management of Rural Water District No. 1, Noble County is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered Rural Water District No. 1, Noble County’s
internal control over compliance with the types of requirements that could have a direct and material effect on
each major federal program to determine the auditing procedures that are appropriate in the circumstances for
the purpose of expressing an opinion on compliance for each major federal program and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Rural Water District No. 1, Noble County’s internal control over
compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. However, as discussed below, we identified certain deficiencies in internal
control over compliance that we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in internal control over compliance is a deficiency, or
combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies,
in internal control over compliance with a type of compliance requirement of a federal program that is less
severe than a material weakness in internal control over compliance, yet important enough to merit attention by
those charged with governance. We consider the deficiencies in internal control over compliance described in
the accompanying schedule of findings and questioned costs to be significant deficiencies.

Rural Water District No. 1, Noble County's response to the internal conirol over compliance findings identified
in our audit is described in the accompanying schedule of findings and questioned costs. Rural Water District
No. 1, Noble County's response was not subjected to the auditing procedures applied in the audit of compliance
and, accordingly, we express no opinion on the response,

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of

internal control over compliance and the results of that testing based on the requirements of OMB Circular A-
133.
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Report on Schedule of Expenditures of Federal Awards Required by OMB Cireular A-133

We have audited the financial statements of Rural Water District No. 1, Noble County as of and for the year
ended December 31, 2013, and the related notes to the financial statements. We issued our report thereon
dated January 3, 2015 which contained unmodified opinions on those financial statements. Our audit was
conducted for the purpose of forming opinions of the financial statements, The accompanying schedule of
expenditures of federal and state financial awards is presented for purposes of additional analysis as required
by OMB Circular A-133 and is not a required part of the financial statements. Such information is the
respousibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the schedule of expenditures of federal and
state financial awards is fairly stated in all material respects in relation to the basic financial statements as a
whole.

Kimbertye R Magelf, CH4 PC

Kimberlye R. Mayer, CPA, P.C.
Blackwell, Oklzhoma
January 3, 2015
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RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2013

SUMMARY OF AUDITOR’S RESULTS:

1.

The auditor’s report expresses an unmodified opinion on the financial statements of Rural
Water District No. 1, Noble County.

A material weakness disclosed during the audit of the financial statements is reported in the
Independent Auditor’s Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards.

No instances of noncompliance material to the financial statements of Rural Water District
No. 1, Noble County were disclosed during the audit.

A material weakness in internal control over major federal award programs disclosed during
the audit is reported in the Independent Auditor’s Report on Compliance for Each Major
Program and on Internal Control over Compliance Required by OMB Circular A-133.
The auditor’s report on compliance for the major federal award programs for Rural Water
District No. 1, Noble County expresses an unmodified opinion on all major federal

programs.

Audit findings that are required to be reported in accordance with Section 510(a) of OMB
Circular A-133 are reported in this Schedule.

The program tested as a major program includes:
ARRA Environmental Protection Agency
Safe Drinking Water State Revolving Fund Loan
66.468

The dollar threshold used to distinguish between Type A and Type B programs was
$500,000.

The auditee did not qualify as a low risk auditee.
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RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2013

FINDINGS —~ FINANCIAL STATEMENTS AUDIT:

Material Weaknesses in Internal Control Over Financial Reporting: Inadequate Segregation of
Duties:

Criteria: The segregation of duties and responsibilities between different individuals and the
reconciliation of those asset accounts is an important control activity needed to adequately
protect the entity’s assets and ensure accurate financial reporting.

Condition: Presently, the same individual is responsible for water service billings and receiving
payments; making and recording deposits; maintaining billing registers; and reconciling the
monthly bank statements. Only limited oversight is provided over this individual in the
conduct of their daily functions,

Cause: The entity’s limited size has made it difficult for management to fully segregate the duties.

Effect or Potential Effect: Without sufficient segregation of duties, the risk significantly increases that
errors andfor fraud related to the sales and collection activities, including misappropriation of
assets, could occur and not be detected within a timely basis,

Recommendation: The board should evaluate the risks associated with the lack of segregation of duties
and consider implementing controls that could mitigate these risks.

Board’s Response: The board has concluded that due to the limited number of personnel, an adequate
segregation of duties is not achievable and that the cost of correcting the weakness would exceed
the benefits that would be derived from it.

Material Weakness in Internal Control Over Financial Reporiing: Incomplete Financial Statements:
(See Findings and Questioned Costs — Major Federal Awards Programs Audit section)

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT:
ARRA Environmental Protection Agency — Safe Drinking Water State Revolving Fund

2013-001 Material Weakness in Internal Control Over Financial Reporting: Incomplete Financial
Statements:

Criteria; Internal controls should be in place so that the District could prepare the financial statements that
included all financial transactions and accounts.

Condition: The District did not reflect the grant accounts

Cause; The entity’s limited structure has made it difficult for management to correctly reflect the grant
activity in the financial statements.

Effect or Potential Effect: The absence of controls over the preparation of financial statements significantly
increases the risk that a misstatement of the financial statements could occur and not be prevented or
detected by the District within a timely basis.



RURAL WATER DISTRICT NO. 1, NOBLE COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2013

Recommendation: We recommend that the District strive to include all of the entity’s transactions and
accounts in the financial statements.

Board’s Response: The District concurs with the recommendation, and will strive fo prepare acourate
financial statements,
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